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COUNCIL  ON  WAGE  AND  PRICE 
STABILITY 

6  CFR  Part  705 

Noninflationary  Pay  and  Price 
Behavior;  Supplemental  Questions  and 
Answers 

agency:  Council  on  Wage  and  Price 
Stability. 

action:  Publication  of  supplemental 
Questions  and  Answers. 

summary:  The  Council  is  publishing 
Questions  and  Answers  (Q’s  and  A's) 
relating  to  the  Voluntary  Standards  for 
Noninflationary  Pay  and  Price  Behavior 
(6  CFR  Part  705),  which  supplement  the 
Q's  and  A's  already  published  in  the 
Federal  Register. 

FOR  FURTHER  INFORMATION  CONTACT: 

Sandra  Sherman  (with  respect  to  Price) 
or  Daniel  Duff  (with  respect  to  Pay). 
Office  of  General  Counsel,  726  Jackson 
Place,  N.W.,  Washington,  D.C.  20506.  ‘ 
202-456-6286. 

SUPPLEMENTARY  INFORMATION:  Since 
issuing  its  last  set  of  Q's  and  A's,  the 
Council  has  formulated  additional  ones, 
some  of  which  were  issued  in  press 
releases,  but  most  of  which  were  not 
formally  published.  All  Q's  and  A’s  not 
previously  published  in  the  Federal 
Register  are  set  forth  here.  These  Q’s 
and  A’s  have  not  been  given  numbers 
because  the  Council  will  shortly  publish 
a  document  containing  all  Q's  and  A’s 
issued  to  date,  at  which  time  permanent 
numbers  will  be  assigned. 

Authority:  Council  on  Wage  and  Price 
Stability  Act,  Pub.  L  93-387,  as  amended  (12 
U.S.C.  1904.  note);  E.0. 12092. 

In  consideration  of  the  foregoing,  the 
following  Questions  and  Answers  are 
added  to  the  Council's  cumulative 
Questions  and  Answers. 

issued  in  Washington,  D.C.,  May  31, 1979. 
Barry  Bosworth, 

Director,  Council  on  Wage  and  Price 
Stability. 

The  Price  Standard 

Coverage  of  the  Price  Standard 

Q.  Does  the  program  apply  to 
government  service  fees  and  charges? 

A.  Certain  categories  of  government 
enterprises  are  covered  (see  Section 
705C-4). 

Q.  Does  the  program  apply  to 
companies  that  receive  government 
subsidies? 

A.  Yes.  However,  any  company, 
government  or  private,  that  receives  a 
government  subsidy  is  subject  to  a 
modified  standard  that  takes  into 


account  changes  in  the  subsidy  (see 
Section  705C-4(b)).  This  modification  is 
designed  to  avoid  a  conflict  between  the 
price  standard  and  the  objective  of 
reducing  government  subsidies. 

Q.  Are  outside  directors’  fees 
considered  to  be  pay  or  a  fee  charged  by 
the  outside  directors  and  therefore 
covered  by  the  price  standard? 

A.  Since  outside  directors  are  not 
employees,  they  are  not  covered  by  the 
pay  standard.  Although  such  directors 
formally  do  not  come  under  the 
professional-fee  standard,  which  only 
covers  specified  SIC  groups,  it  would  be 
consistent  with  the  intent  of  the  program 
to  apply  the  6.5-percent  professional-fee 
standard  to  directors’  fees. 

Price  Deceleration  Standard 

Q.  What  is  the  distinction  between  a 
divestiture  and  a  discontinued  product? 

A.  A  divestiture  normally  refers  to  the 
sale  of  a  complete  business  entity  with 
separate  accounting  records.  The 
operations  of  a  divested  entity  should  be 
excluded  from  all  calculations  made 
with  respect  to  the  price  standard.  The 
provisions  concerning  discontinued 
products  (Section  705A-3)  refer  to 
products  that  do  not  constitute  the 
entity's  entire  operations.  Discontinued 
products  are  excluded  from  price 
calculations  only  for  the  period  during 
which  they  were  discontinued. 

Q.  In  computing  the  program-year  rate 
of  price  change,  how  should  a  price 
increase  announced  and  effective  prior 
to  October  2, 1978  be  treated? 

A.  The  date  a  price  increase  is 
announced,  or  the  date  it  is  effective, 
does  not  determine  how  it  is  treated. 

The  bench-mark  for  measuring  price 
change  in  the  program  year  is  the 
average  price  level  of  the  last  fiscal  or 
calendar  quarter  prior  to  October  2, 

1978.  Therefore,  a  price  increase 
announced  sometime  during  that  quarter 
influences  the  base  only  to  the  extent 
that  it  affects  average  prices  during  the 
quarter.  The  new  price  schedule  does 
not  become  the  base  just  because  it  was 
announced,  or  made  effective,  prior  to 
October  2, 1978. 

Price  Calculations 

Q.  The  base-period  and  program-year 
rates  of  price  change  compare  company 
prices  in  one  quarter  with  prices  in 
another  quarter.  How  should  these 
quarterly  prices  be  computed? 

A.  The  company  should  calculate 
average  prices  for  the  quarter  by 
dividing  total  revenues  from  the  sales  of 
each  product  by  the  number  of  units 
sold  during  the  quarter.  However,  for 
some  product  lines,  the  computation  of 
average  quarterly  prices  might  be 


burdensome.  In  these  cases,  end-of- 
period  prices  can  be  used  if  they  are 
representative  of  average  prices  for  the 
entire  quarter. 

Q.  Subpart  705D  indicates  that,  if 
seasonal  factors  are  important,  the 
revenue  shares  (Si)  used  to  compute  the 
base-period  rate  of  price  change  can  be 
calculated  using  data  from  the  entire 
base  period.  Must  a  company  use  data 
from  both  years  of  the  base  period,  or  is 
data  from  one  year  sufficient? 

A.  The  company  should  use  data' from 
the  entire  two-year  base  period  unless 
there  is  some  compelling  reason  for  not 
doing  so.  In  that  event,  the  company 
should  use  data  fit>m  the  fiscal  year 
ending  in  1977. 

Q.  May  a  company  exclude  a 
processed  product  from  its  price 
calculation  if  the  product’s  price  is  tied 
to  quotes  from  a  price  reporting  service, 
even  though  the  product  is  not  traded  on 
an  open  exchange  market? 

A.  No, 

Q.  Should  producers  of  copper,  lead, 
and  zinc  exclude  sales  of  these  products 
from  their  calculation  of  the  company’s 
average  price  change,  based  on  Action 
705A-3(c)? 

A.  Copper  must  be  excluded  under 
Section  705A-3(c)  because  major  copper 
producers  have  adopted  the  practice  of 
tying  their  prices  to  closing  prices  in  the 
New  York  Commodity  Exchange.  As 
long  as  this  linkage  is  maintained 
(particularly  over  periods  of  falling  as 
well  as  rising  prices),  the  exclusion  will 
continue  to  be  applicable.  The  exclusion 
does  not  apply  to  prices  for  fabricated 
copper  products.  Producers  of  lead  and 
zinc  do  not  qualify  for  this  exclusion 
because  price  changes  of  these 
commodities  are  not  closely  related  to 
price  movements  on  an  oiganized 
exchange  market. 

Q.  Is  a  product  sold  to  the  U.S. 
Government  but  delivered  overseas 
considered  an  export  and  therefore 
excluded  by  company  price  calculations 
under  Section  705A-8(d)? 

A.  No.  All  sales  to  the  U.S. 
Government,  regardless  of  place  of 
delivery,  are  considered  domestic 
transactions. 

Six-Month  and  Nine-Month  Standards 
for  Price  Increases 

Q.  Price  increases  in  excess  of  the  six- 
month  and  nine-month  limitations  can 
be  justified  on  grounds  of  “seasonal 
variations  in  business  operations, 
historical  business  practices,  or  unusual 
business  conditions.’’  What  are  some 
examples  of  these  conditions? 

A.  The  term  “seasonal  variations” 
refers  to  such  things  as  once-a-year 
sales,  model-year  price  increases. 
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seasonal  demand,  and  time-of-year 
pricing  (e^..  seasonal  pricing  by 
utilities).  Tlie  term  “historical  business 
practices**  refers  to  phenomena  such  as 
price  increases  following  the  regular 
signing  of  labor  contracts.  The  term 
“unusual  business  conditions”  refers  to 
changes  in  costs  that  cannot  be 
attributed  to  seasonality  or  historical 
patterns  and  that  are  not  expected  to 
persist  throughout  the  program  year. 
Unusually  strong  demand  does  not 
constitute  a  justification  for  exceeding 
the  six-monUi  or  the  nine-month 
standard. 

Q.  In  documenting  seasonality  of  price 
variations,  may  a  company  consider 
only  a  select  set  of  pit^uct  prices  (for 
example,  only  those  that  it  thinks  may 
exhibit  seasonal  variation)  or  should  it 
calculate  seasonal  factors  for  all  of  its 
products? 

A.  The  calculations  should  be  made 
for  all  of  the  product  prices  covered  by 
the  standard. 

Q.  The  Six-Month  and  Nine-Month 
Standards  for  Price  Increases  (705A-4) 
require  the  computation  of  average  rates 
of  price  change  for  the  first  six  and  nine 
months  of  the  program  year.  How 
should  this  be  done? 

A.  First,  the  change  from  the  average 
price  during  the  base  quarter  to  the 
average  price  during  the  second  quarter 
of  the  program  year  should  not  exceed 
SO  percent  of  the  allowable  program- 
year  rate  of  price  increase.  Second,  the 
change  from  the  average  price  of  the 
base  quarter  to  the  average  price  of  the 
third  quarter  of  the  program  year  should 
not  exceed  75  percent  of  the  allowable 
program-year  rate  of  price  increase.  For 
example,  if  a  company  sells  one 
commodity  at  an  average  price  of  $100 
in  the  base  quarter  (obtained  by 
dividing  base-quarter  revenues  by  the 
number  of  units  sold  in  the  base  quarter) 
and  has  an  allowable  program-year  rate 
of  price  change  of  6  percent,  the  average 
price  in  the  second  quarter  of  the 
program  year  should  not  exceed  $103 
and  the  average  price  in  the  third 
quarter  should  not  exceed  $104.50. 

Insufficient  Product  Coverage 

Q.  If  a  firm  is  required  to  satisfy  the 
profit-margin  limitation  due  to 
insufiicient  product  coverage,  as  defined 
in  Section  705A-^(b),  should  it  also 
satisfy  the  price  deceleration  standard 
on  those  pnxlucts  not  excluded  under 
Section  705A-3? 

A.  Yes.  The  company  should  satisfy 
the  price  deceleration  standard  for  the 
nonexcluded  products  and  also  should 
satisfy  the  profit-margin  limitation  on  a 
company-uride  basis. 


Profit-Margin  Limitation 

Q.  One  of  die  grounds  for  eligibility 
for  the  profit-margin  exception  to  the 
price  deceleration  standanl  is 
uncontrollable  cost  increases.  How  does 
the  Council  determine  whether  the  - 
company  is  eligible  for  this  exception? 

A.  The  evaluation  of  eligibility  for  the 
exception  should  focus  on  costs,  not 
profit  margins.  Net  cost  increases  per 
unit  of  output  that  exceed  the  firm*s 
allowable  program-year  rate  of  price 
change  constitute  a  basis  for  an 
exception.  On  the  other  hand,  the  fact 
that  the  profit  margin  during  the 
program  year  udll  be  below  the 
weighted  average  few  die  best  two  out  of 
the  last  three  years  does  not  constitute  a 
basis  for  an  excepdon. 

To  qualify  for  a  profit-margin 
exception,  a  firm  must  first  demonstrate 
that  the  cost  of  goods  sold  on  a  per-unit 
basis  is  rising  at  a  rate  in  excess  of  the 
allowable  program-year  rate  of  price 
change  and  is  expected  to  continue  to 
do  so  by  an  amount  that  would  result  in 
a  significant  erosion  of  the  profit  margin 
if  the  firm  were  held  to  the  price 
deceleration  standard. 

Second,  it  must  be  demonstrated  that 
the  cost  Increases  are  substantially 
uncontrollable.  Such  demonstration 
requires  that  total  unit  costs  be 
disaggregated  into  labor  costs,  costs  of 
purchas^  materials  and  services,  and 
overhead  costs.  The  following  are 
illustrative  of  the  situations  presented  to 
the  Council.  With  respect  to  labor  costs, 
pay-rate  increases  in  excess  of  the  pay 
standard  do  not  constitute 
uncontrollable  cost  increases,  and  the 
firm  is  e}q>ected  to  adjust  for 
improvements  in  labor  productivity 
equivalent  to  the  average  gains  of  recent 
years.  Cost  increases  for  purchased 
materials  and  services  used  in  the 
manufacture  of  the  company*s  end 
product  generally  would  be  considered 
to  be  uncontrollable.  Unit  oveihead  cost 
increases  that  result  from  declines  in 
physical  volume  are  not  uncontrollable 
coat  increases. 

Q.  Under  its  procedures  the  Council 
may  condition  its  approval  of  an 
exception.  If  a  company  self-administers 
a  profit-margin  exception  on  grounds  of 
imcontroUable  cost  increases,  what 
conditions  should  be  imposed  on  its 
pricing  actions? 

A.  *rhe  profit-margin  exception  is 
designed  to  provide  relief  to  a  company 
that  experiences  increases  in  total  costs 
per  unit  of  output  that  are  substantially 
uncontrollable  and  that  exceed  its 
allowable  program-year  price  change.  In 
such  cases,  adherence  to  the  price 
deceleration  standard  could  seriously 


erode  a  firm*s  profit  position.  However, 
a  firm  that  cannot  achieve  price 
deceleration  should  not  use  the  profit- 
margin  exception  as  a  way  of  making  up 
for  a  poor  profit  performance  prior  to  the 
beginning  of  the  program.  Nor  should 
unusually  large  cost  increases  be  used 
to  justify  equal  percentage  increases  in 
prices  (which  would  increase  profit  by 
the  same  percentage).  Thus,  prices 
should  rise  no  more  than  necessary  to 
permit  the  company  to  pass  throu^  its 
cost  increases  per  unit  of  output. 

A  company  that  self-administers  the 
profit-margin  exception,  therefore, 
should  adhere  to  the  profit-margin 
limitation  of  Section  705A-6  of  the 
standards.  In  addition,  the  company*s 
price  increases  should  be  restricted  to  a 
passthrough  of  its  increases  in  total  unit 
cost  (costs,  including  all  overhead  items, 
per  imit  of  output).  *1110  passthrough  may 
be  on  a  percentage  basis  (cost  plus  a 
normal  markup)  up  to  a  cumulative 
increase  of  6.5  percent  from  the  base 
quarter,  but  should  be  limited  to  a 
dollar-for-doUar  passthrough  of  unit-cost 
increases  beyond  that  level. 

Ideally,  compliance  should  be  judged 
by  comparing  an  index  of  price  changes 
with  an  index  of  the  changes  in  the  total 
costs  of  producing  a  unit  of  that  output. 
The  cost  index  should  exclude  the 
effects  of  volume  changes  on  fixed 
costs,  of  inventory  changes,  and  of  shifts 
in  the  composition  of  input  purchases.  It 
should  include  an  estimate  of  normal 
gains  in  the  efficiency  of  using  inputs 
(productivity).  The  use  of  such  an  index 
would  ensure  that  price  increases  would 
not  reflect  unit-cost  increases  due  to 
abnormally  low  productivity  gains 
(measured  as  a  deviation  from  past 
trends)  or  increased  oveihead  barges 
that  result  from  reductions  in  the  volume 
of  operations. 

However,  if  the  company  cannot 
calculate  these  indexes,  it  can  assure 
compliqpce  in  each  quarter  of  the 
program  year  by  tak^  price  actions 
that  limit  the  growth  in  profit  from  the 
base  quarter  to  an  annual  rate  of  6.5 
percent  plus  the  percentage  growth  in 
physical  volume  and  that  are  consistent 
urith  the  profit-margin  limitation. 

Q.  To  monitor  compliance  with  the 
profit-margin  limitation,  fiirms  will  need 
to  estimate  or  project  their  profit 
performance  during  the  program  year. 
Since  even  good  estimates  may  be  in 
error  because  of  unforeseen 
circumstances,  how  will  the  Council 
determine  compliance  with  the  profit- 
margin  limitation? 

A.  Firms  that  are  automatically 
subject  to  the  profit-margin  limitation 
due  to  insufficient  product  coverage 
(e.g.,  due  to  substantial  revenues  ^m 
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sales  of  new  and  custom  products)  are 
expected  to  estimate  prospective  profits 
based  on  reasonable  assumptions  about 
economic  and  other  conditions  during 
the  program  year.  Such  firms  will  not  be 
placed  on  a  noncompliance  list  if  they 
can  demonstrate  that  any  differences 
between  estimated  and  actual  profits 
were  due  to  unforeseeable 
developments.  However,  these  firms  are 
expected  to  monitor  their  profit 
performance  on  a  quarterly  basis  and, 
when  necessary,  make  immediate 
adjustments  to  achieve  future 
compliance. 

In  the  case  of  firms  that  are  granted  or 
self-administer  a  profit-margin 
exception  to  the  price  deceleration 
standard  on  the  ground  of 
uncontrollable  cost  increases,  failure  to 
satisfy  the  profit-margin  limitation  will 
result  in  a  determination  of 
noncompliance  unless  there  are  extreme 
extenuating  circumstances  that  the 
company  could  not  reasonably  be 
expected  to  take  account  of. 

Q.  How  do  cooperatives  comply  with 
the  profit-margin  limitation? 

A.  Since  cooperatives  are  nonprofit 
organizations,  they  should  comply  with 
the  operating-margin  limitation.  For 
these  organizations,  operating  surplus 
includes  patronage  dividends  and 
retained  earnings. 

Profit  Calculations 

Q.  Part  (ii)  of  the  profit-margin 
limitation  states,  “Ftogram-year  profit 
should  not  exceed  base-year  profit  by 
more  than  6.5  per  .ont  plus  any  positive 
percentage  growth  in  physical  volume 
from  the  base  year  to  the  program  year.” 
But,  in  the  Implementation  Guide,  a 
multiplicative  rather  than  an  additive 
factor  is  used  for  volume  adjustment. 
Which  method  should  be  used? 

A.  Either  method  is  acceptable. 

Q.  In  the  definition  of  profits  (Section 
705A-6(a)(2)(i)),  does  interest  expense 
include  interest  on  accounts  receivable? 
Does  it  also  include  discounts  on 
receivables? 

A.  Interest  expenses  include  all 
payments  of  interest  regardless  of 
purpose.  Discounts  on  receivables  are 
also  defined  as  an  interest  expense  for 
purposes  of  determining  compliance 
with  the  profit-margin  limitation. 

Q.  Are  the  proceeds  from  the  sale  of  a 
company's  productive  assets,  such  as 
plant  and  equipment,  included  as 
revenues  in  determining  compliance 
with  the  profit-margin  limitation? 

A.  No. 

Q.  If  a  construction  company  that 
produces  custom  construction  work 
(meeting  the  definition  in  Section  705A- 
3(h))  has  dollar  profit  growth  in  excess 
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of  6.5  percent  because  of  an  increase  in 
physi^  volume,  how  should  it  measure 
physical  volume  to  demonstrate 
com|)liance? 

A.  Such  a  company  would  be 
requested  to  provide  a  measure  of 
volume  growth  that  is  appropriate  to  the 
company’s  own  operations.  This 
measure  could  be  based  upon  a  measure 
of  output  (such  as  a  sum  across  projects 
of  square  footage  weighted  by  the 
fraction  of  each  project  completed 
during  the  measurement  period)  or,  if  an 
output  measure  cannot  be  computed,  a 
measure  of  input  usage  (such  as  an 
index  of  labor  and  material  inputs  used 
over  the  period).  In  any  case,  the 
measure  used  should  be  reasonable  and 
should  be  designed  to  reflect  the 
physical  volume  of  activity  over  the 
program  year  relative  to  the  preceding 
year.  The  Coimcil  recognizes  that 
measures  of  physical  volume  are 
difficult  to  construct  for  custom 
products:  however,  if  a  firm  claims  that 
physical  volume  has  increased,  it  must 
have  had  some  data  to  support  that 
belief,  and  this  should  be  presented  to 
demonstrate  compliance. 

Q.  Should  a  nonprofit  organization 
include  depreciation  as  a  cost  in 
determining  its  operating  surplus  and 
operating  margin? 

A.  In  determining  compliance, 
depreciation  should  be  considered  as  a 
cost  only  if  it  has  been  the  company’s 
historical  practice  to  include 
depreciation  in  its  current  expense 
account. 

Undue  Hardship  and  Gross  Inequity 

Q.  Are  any  explicit  provisions  made 
for  nonprofit  organizations  with 
operating  deficits  in  the  base  period? 
Can  such  companies  raise  the  prices  of 
goods  and  services  to  attain  a  balanced 
budget  or  reduced  deficit  and  still  be  in 
compliance  with  the  operating-margin 
limitation? 

A.  No  such  general  provision  has  been 
provided  although  companies  in  this 
situation  may  qualify  for  an  undue 
hardship  exception.  A  blanket  hardship 
exception  would  be  inappropriate  since, 
in  spite  of  base-period  and  current 
deficit  situations,  many  institutions  are 
financially  viable  due  to  accumulated 
reserves  or  endowments  that  are  not 
restricted  legally  frt)m  current  operating 
use. 

The  Pay  Standard 
Pay  and  Pay  Rates 

Q.  How  is  premium  pay  treated  imder 
the  standard? 

A.  Premium  pay,  other  than  overtime 
for  hours  in  excess  of  scheduled  daily  or 
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weekly  hours,  is  included  as  pay  in  both 
the  base  and  program  quarters. 

Q.  Are  allowances  for  such  items  as 
tools,  uniforms,  and  safety  shoes  subject 
to  the  pay  standard? 

A.  Not  if  the  item  is  used  on  the  job 
and  the  allowance  is  reasonable  as  a 
reimbursement  for  expenditures  actually 
to  be  incurred. 

Q.  How  are  payments  dictated  by 
arbitration  treated  under  the  pay 
standard? 

A.  Payments  in  excess  of  the 
guidelines  that  are  dictated  by  legally- 
mandated  binding  arbitration  will  not 
put  a  company  out  of  compliance  with 
the  pay  standard. 

Collective  Bargaining  Units 

Q.  In  industries  where  contracts  are 
bargained  by  employer  associations  for 
de^ed  geographical  areas,  how  should 
companies  that  are  not  members  of  the 
association  be  treated  for  compliance 
purposes? 

A.  Any  company  that  operates  under 
the  terms  of  a  local  contract  that  is  out 
of  compliance  with  the  pay  standard 
will  be  considered  out  of  compliance 
within  the  geographical  area  covered  by 
the  contract 

Nonunion  Standard ' 

Q.  How  is  compliance  determined  for 
these  plans?  (This  question  follows  II-E, 
Q15,  FR,  Il25l79.] 

A.  The  pay  rate  in  effect  in  the  last 
quarter  of  the  new  company  plan  year 
should  not  exceed  107  percent  of  Uie  pay 
rate  in  effect  in  the  last  quarter  of  the 
prior  plan  year. 

Future-Value  Compensation 

tj.  If  a  company  chooses  to  use  the 
alternate  method  for  calculating  the 
base  period  number  of  units  issued 
under  a  future-value  incentive  plan, 
should  the  five-year  average  include 
years  in  which  no  units  were  issued? 

A.  Yes. 

Q.  Section  705B-5(c)  in  part  applies  to 
“successor”  future-value  incentive 
plans.  What  qualifies  as  a  successor 
plan? 

A.  A  successor  plan  is  one  which  is 
established  upon  the  termination  of  an 
existing  future-value  plan,  and  is  of  the 
same  type  as  the  old  plan.  For  example,  ' 
if  a  company  stock  option  plan  expires 
and  a  new  stock  option  plan  is  created, 
the  new  plan  is  allowed  successor 
treatment  under  Section  705B-6(c). 
Successor  plan  treatment  may  also 
apply  to  follower  future-value  incentive 
plans  of  a  different  type  if  a  company 
can  demonstrate  that  the  basic  value  of 
the  new  units  is  generally  equal  to  the 
value  of  the  replaced  units,  for  example. 
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a  company  may  substitute  long-term 
performance  units  for  existing  stock 
appreciation  units  and  apply  successor 
treatment  under  Section  70SB-5(c),  so 
long  as  the  long-term  performance  units 
are  not  of  greater  value  than  the  stock 
appreciation  units  being  replaced. 

Q.  Are  dividends  received  in 
connection  with  units  of  future-value 
compensation  included  as  pay? 

A.  No. 

Health  and  Welfare  Benefits 

Q.  Does  the  treatment  of  health 
benefit  maintenance  costs  set  out  in 
Section  705B-6  apply  to  plans  that  pay 
fixed-doUar  amoimts  for  particular 
services? 

A.  Yes,  but  only  if  the  company 
continues  to  pay  the  same  share  of  the 
actual  cost  of  such  services;  any 
increase  in  company  share  paid  would 
be  chargeable  against  the  pay  standard. 

Pensions 

Q.  If  a  pay-related  defined-beneht 
pension  plan  is  amended,  how  should 
employer  costs  be  determined  for 
purposes  of  pay-rate  computations? 

A.  One  of  two  methods  may  be  used. 
Under  the  first  method,  the  change  in 
employer  costs  would  be  the  sum  of  (a) 
the  cost  change  associated  with  pay- 
level  changes  determined  by  the  method 
in  Question  3  prior  to  the  plan 
amendment,  and  (b)  the  change  in 
program  year  cost  due  to  the 
amendment  itself.  This  cost  change 
would  be  added  to  the  base  pension  cost 
in  determining  program-year  pension 
cost  and  program-year  pay  rates. 

A  second  simpler  procedure  would 
closely  approximate  the  outcome  of 
these  calculations.  Under  this  method, 
the  change  in  the  program-year  cost  due 
to  the  plan  amendment  would  be 
included  in  determining  program-year 
pay  rates  and  all  other  pension  funding 
costs  would  be  excluded  from  both  the 
base  and  pro^am-year  computations. 

Q.  How  are  “qualified"  profit-sharing 
retirement  plans  treated  imder  the  pay 
standard? 

A.  Profit-sharing  retirement  plans  that 
qualify  under  Section  401(a)  of  the 
bitemal  Revenue  Code  (are 
nondiscriminatory)  and  are  based  on  a 
formula  rather  than  being  discretionary 
may  be  excluded  frx>m  the  coverage  of 
the  pay  standard  if  the  formula  is  not 
changed;  plan  costs  should  be  excluded 
frt)m  both  the  base  quarter  and  the 
program  year.  Otherwise,  profit-sharing 
plans  should  be  treated  as  incentive 
bonus  plans. 


Modified  Price  Standards  for  Selected 
Industries 

Wholesale  and  Retail  Trade  and  Food 
Manufacturing  and  Processing 

Q.  How  is  the  cost  of  food  products 
(Section  705C-2(b)(l)  defined  for  a 
vertically  integrated  company  that 
produces  both  raw  and  processed 
products? 

A.  The  company  can  use  an  estimate 
of  the  market  price  of  raw  agricultural 
products,  based  on  price  quotations 
from  an  organized  market,  to  determine 
the  cost  of  raw  agricultural  products  for 
purposes  of  complying  with  the  margin 
standard.  If  such  estimates  are  not 
available,  (he  cost  of  inputs  at  the  farm 
level  can  be  used  in  lieu  of  the  cost  of 
raw  agricultural  products. 

Professional  Fees 

Q.  For  some  companies,  such  as 
ar^tectural  and  engineering 
companies,  fees  are  determined  on  a 
percentage  basis.  Are  such  companies 
allowed  to  increase  the  percentage  fee 
by  6.5  percent  under  the  professional  fee 
standaitl? 

A.  No.  The  6.5-percent  professional- 
fee  standard  is  applicable  only  to  fixed 
dollar  fees  charged  for  particdar 
services. 

Q.  Architectural  and  engineering 
companies  often  determine  fees  as  a 
percentage  of  total  project  construction 
costs.  Would  such  a  company  be  in 
compliance  with  the  professional-fee 
standard  if  it  can  demonstrate  that  the 
patterns  of  percentage  fees  charged 
during  the  program  year  is  not  higher 
than  die  pattern  used  for  projects  prior 
to  October  2, 1978? 

A.  Yes.  Assuming  that  construction 
costs  go  up  at  the  target  rate  of  inflation 
with  frill  compliance  with  the  Price  and 
Pay  Standards  (6.5  percent),  holding  the 
percentage  fee  constant  would  be 
equivalent  to  raising  dollar  fees  by  6.5 
percent. 

Q.  How  might  a  company  demonstrate 
compliance  with  the  professional-fee 
standard  if  the  prices  of  its  services  are 
calculated  by  adding  to  the  costs 
incurred  an  additional  fee  determined  as 
a  percentage  of  direct  labor  costs? 

A.  In  this  situation,  a  company  could  ~ 
demonstrate  compliance  by  showing  (i) 
that  the  pattern  of  percentage 
multipliers  used  during  the  program  year 
is  no  higher  than  the  patterns  used  prior 
to  October  2. 1978,  and  (ii)  that  the  firm 
is  in  compliance  with  the  pay  standard. 

Q.  How  might  a  firm  demonstrate 
compliance  with  the  professional-fee 
standard  if  its  prices  are  based  on  cost- 
plus-fixed-fee  arrangements  (where 
contract  prices  are  based  on  expenses — 


direct  labor  costs,  a  percentage  markup 
over  direct  labor  costs  to  cover 
overhead,  and  other  direct  expenses — 
plus  a  negotiated  percentage  fixed  fee)? 

A.  In  tUs  situation,  a  firm  wpuld  be 
considered  to  be  in  compliance  if  (i)  the 
pattern  of  percentage  direct  labor 
multipliers  u4ed  during  the  program  year 
is  no  higher  than  the  pattern  used  prior 
to  October  2, 1978,  (ii)  the  firm  is  in 
compliance  with  the  pay  standard,  and 
(iii)  the  pattern  of  percentage  fixed  fees 
negotiated  during  the  program  year  is  no 
hi^er  than  the  pattern  negotiated  prior 
to  October  2,  .1978. 

Q.  Firms,  such  as  architectural  and 
engineering  firms,  may  negotiate  lump¬ 
sum  or  firm  fixed  prices  for  particular 
services.  However,  these  contract  prices 
are  often  determined  in  a  manner 
similar  ta  cost-plus-fixed-fee 
arrangements.  As  an  example,  the  lump¬ 
sum  fee  may  be  set  by  adding  to  direct 
labor  costs  a  percentage  markup  to 
cover  overhead  and  o^er  expenses,  plus 
an  amount  to  cover  risk  and  pre-tax 
profit  How  does  the  professional-fee 
standard  apply  to  this  type  of  pricing 
arrangement? 

A.  The  application  is  similar  to  the 
cost-plus-l^ed-fee  arrangement.  Such  a 
firm  would  be  considered  to  be  in 
compliance  if  (i)  the  pattern  of 
percentage  direct  labor  multipliers  used 
during  the  program  year  is  no  higher 
than  the  pattern  us^  prior  to  October  2, 
1978,  (ii)  the  firm  is  in  compliance  with 
the  pay  standard,  and  (iii)  the  pattern  of 
amoimts  negotiated  during  the  program 
year  to  cover  risk  and  pre-tax  profit 
does  not  exceed  by  more  than  6.5 
percent  the  pattern  negotiated  prior  to 
October  2, 1978,  for  similar  dasses  of 
jobs. 

Q.  What  price  or  pay  standards  apply 
to  physicians  whose  services  are 
provided  to  members  of  a  health 
maintenance  organization  (HMO)? 

A.  An  HMO  is  an  organization  that 
provides  or  is  responsible  for  the 
provision  of  health  services  (including 
professional  medical  and  hospital  care) 
to  its  members,  on  a  prepaid  basis. 

Since  there  is  a  variety  of  physician- 
compensation  arrangements  for  HMOs, 
the  following  standanis  apply. 

•  I%ysidans  who  are  salaried  by  an 
HMO  are  covered  under  the  7-percent 
pay  standard. 

•*I%ysidan8  who  are  paid  by  an 
HMO  on  a  fee-for-service  basis  are 
covered  under  the  6.5-percent 
professional-fee  standard. 

•  I%ysicians  who  are  members  of  a 
medical  group  that  contracts  with  an 
HMO  are  covered  under  the  7-percent 
pay  standard.  If  the  pay  arrangement 
between  the  physidan  and  the  medical 
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group  includet  compraients  for 
physician  oompensation,  riak.  office 
expenses,  and  othw  types  of  expenses, 
then  the  physidan-ocxnpensation 
component  should  meet  the  7-percent 
standard:  and  the  formula  or  means  of 
determining  compensation  for  the  other 
components  should  not  differ  from  past 
practice  in  ways  that  are  intended  to 
circumvent  the  7-percent  pay  standard. 

Federal,  State,  and  Local  Government 
Enterprises  and  Government-Subsidized 
Private  Companies 

Q.  In  computing  subsidy-adjusted 
price  changes,  what  payments  should  be 
included  as  subsidies? 

A.  In  general,  any  direct  government 
grant  or  payment  that  allows  the 
enterprises  to  charge  a  lower  price  for 
its  services  is  a  subsidy.  Thus,  for 
example,  payments  to  transit  companies 
or  universities  to  cover  deficits  in  their 
operating  expenses  would  be  considered 
subsidies.  On  the  other  hand,  a  student- 
aid  grant  which  allows  a  student  to  pay 
tuition,  but  does  not  result  in  a  lower 
tuition  level  is  not  a  subsidy.  Similarly,  a 
government  contract  for  specific  goods 
or  services  rendered  to  the  government 
is  not  a  subsidy. 

Financial  Institutions 

Q.  Are  credit  or  finance  companies 
covered  under  the  financial-institution 
standard? 

A.  No.  Such  companies  should  comply 
with  the  profit-margin  limitation. 

Q.  Since  the  profit  standard  for 
financial  institutions  is  on  a  calendar- 
year  basis,  do  these  institutions  iise  a 
calendar  year  for  the  pay  standard? 

A.  No,  The  program  year  for  the  pay 
standard  is  the  same  as  for  other 
companies. 

Procedures 

Exceptions 

Q.  Will  the  Council  create  a  generic 
hardship  exception  to  the  price 
standards  for  companies  operating  at  a 
loss? 

A.  There  is  no  general  exception  for 
companies  operating  at  a  loss.  The 
Council  will  consider  the  circumstances 
of  individual  companies  on  a  case-by¬ 
case  basis,  as  indicated  in  Section 
706.31. 

Q.  Under  the  Council's  procedural 
rules,  companies  should  request 
exception  from  the  pay  standard  if  the 
request  affects  an  employee  unit  of  more 
than  100  employees  and  the  company 
has  at  least  1,000  employees,  or  if  the 
affected  collective  bargaining  agreement 
covers  1,000  more  employees.  What 


employees  should  companies  oount  for 
these  purposes? 

A.  A  company  should  count  all 
employees,  inc^ding  part-time  woricers 
and  those  earning  less  than  $4  an  hour 
(even  thou^  these  are  not  included  for 
pay-computation  purposes). 

Q.  If  a  company  self-adiWistered  a 
hardship  exception  when  it  was  not 
eligible  for  advance  approval,  and  it  is 
now  requested  to  obtain  approval  imder 
S  706.31(a].  should  it  seek  ratification  of 
the  exception? 

A.  No.  However,  the  company  should 
notify  the  Council  that  it  has  self- 
administered  a  hardship  exception, 
provide  the  date  on  which  it  took  such 
action,  and  maintain  supporting 
documentation  consistent  with 
S  706.34(a)(5)(vi)  to  be  made  available  to 
the  Counc^  on  request. 

Q.  If  a  company  submits  a  request  for 
exception  with  insufficient  supporting 
data,  what  action  may  the  Council  tal^? 

A.  The  Council  can  deny  the  request 
or,  at  its  option,  ask  for  additional  data. 
If  it  asks  for  more  data,  the  Coimcil  may 
condition  its  request  on  a  time  certain 
for  response. 

Q.  Does  Section  706.31(a)(2)  mean  that 
a  request  for  a  determination  as  to  the 
applicability  of  the  pay  standard  need 
not  be  made  if  the  exception  would 
apply  to  a  collective  bargaining  unit  of 
fewer  than  1,000  employees? 

A.  No.  A  collective  bargaining  unit  is 
an  employee  imit.  Therefore,  if  the 
agreement  would  affect  100  or  more 
employees  (in  a  company  with  1,000  or 
more  employees),  a  determination 
should  be  requested.  In  addition,  if  a 
multi-employer  collective  bargaining 
agreement  covers  more  than  1,000 
employees,  a  determination  should  be 
requested  regardless  of  the  number  of 
employees  in  the  individual  companies 
or  in  the  individual  companies’ 
employee  units. 

Determination  of  Noncompliance 

Q.  If  a  company  determines  that  it 
was  out  of  compliance  with  the  six- 
month  standard,  what  actions  should  it 
take  to  bring  itself  back  into 
compliance? 

A.  First,  the  company  should  take 
whatever  pricing  actions  are  necessary 
so  that  the  average  of  its  prices  during 
the  third  quarter  of  the  program  year 
comply  with  the  nine-monffi  standard 
for  price  increases. 

Second,  the  company  should  take 
steps  to  return  to  the  marketplace  the 
revenues  derived  by  the  company  in 
exceeding  the  six-month  standard.  Since 
individual  companies  can  achieve  this 
objective  in  a  variety  of  ways  (e.g., 
refunds,  credits,  or  going  below  the  nine- 


month  standard,  etc.)  the  company 
should  consult  with  die  Coun^  to 
develop  a  mutually  acceptable  plan. 
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